percent is reasonable, based on recent experience and current projections. The Office of Management and Budget (OMB) specifies that evaluations of federal projects with benefits in the private sector should use a real cost of money of 7 percent;6 the latter figure was chosen by OMB as typical of real rates of return in the private sector, and therefore its use helps to limit the possibility of the government competing with the private sector with the unfair advantage of borrowing at substantially lower rates.7
A second key issue is the degree of comprehensiveness and realism in the estimates of capital and operating costs. All of the important elements must be included, on a comparable basis, for all of the options. The degree of optimism or realism in diverse cost estimates must also be comparable. We note that the available studies do not always meet these criteria, and we found it difficult to determine, from the available information, how large the distortions resulting
Q
from the differences in comprehensiveness and realism might be.
The treatment of the costs of any required conversion of plutonium from weapons components—"pits"—to oxide or other forms that might be required by particular disposition approaches must be consistent. In recent studies of reactor options, for example, some have included this cost, and some have assumed that the government would provide plutonium oxide without charge. Because not all approaches require conversion to oxide, a fair economic comparison of all of the possibilities demands that those approaches requiring this conversion should be assigned the costs of it.
Perhaps the most fundamental conceptual issues in the economic evaluation of approaches to the management and disposition of weapons plutonium arise in determining which costs and revenues should be counted as part of this mission, and which should not. In general, if a facility already exists and the
6 Office of Management and Budget, "Benefit-Cost Analysis of Federal Programs: Guidelines and Discounts," OMB Circular A-94, October 29, 1992.
7 In DOE's Plutonium Disposition Study, for example, government construction of advanced reactors to consume weapons plutonium was found to make a substantial profit for the government, in large part because the assumed low real cost of money (4 percent per year) provided a substantial competitive advantage against private electric power plants financed at much higher costs of money. The 4 percent figure is defensible as the cost of money to the government based on prevailing government bond yields (running at 7-8 percent) and inflation (past and projected, running at 2.5 to 3.5 percent), but it directly contradicts the OMB guidance. DOE's sensitivity analysis indicates that if the other assumptions in study were held constant and the cost of money was raised to 7 percent, die analyzed operations would involve substantial net costs to the government, rather than net profits. U.S. Department of Energy, Office of Nuclear Energy, Plutonium Disposition Study, 2 Vols. (Washington, D.C.: U.S. Department of Energy, July 2, 1993).
8 DOE's Plutonium Disposition Study (ibid.), for example, notes considerable variations in comprehensiveness among the various vendor reports provided to DOE's Technical Review Committee. Moreover, as DOE's Peer Review Group noted, these vendor reports are excessively optimistic with respect to costs and schedules, and it is difficult to determine whether there are substantial variations in the degree of optimism among the different options. See R.S. Brodsky, D. Okrent, P.P. Baranowksi, P.J. Turinsky, and T.L. Neff, Peer Review Report, U.S. Department of Energy Plutonium Disposition Study, Office of Nuclear Energy (Washington, D.C.: U.S. Deoartment of Enerev. Tune 1C) 1QQ1Yutonium Bulk-Handling Facilities Effective?" Nuclear Control Institute, August 1990. For a summary of the
